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W ith money-making drugs finally on the market, potential blockbusters in the pipeline and stock prices 
soaring, the biotech industry is over at the convention center this week celebrating its long-awaited 
deliverance to the vital center of health care. 

But for all the good news, a cursory review of the recent headlines suggests that there's big trouble 
brewing for biotech and its rich cousins in the pharmaceutical industry:  

Supreme Court backs Maine's drug- pricing law. AstraZeneca cops a plea to conspiring with docs to bilk 
Medicaid. The government joins two whistle-blower suits against Merck-Medco alleging that it 
substituted its more expensive drugs for cheaper ones. Congress debates a law that pretends to make it 
legal to import lower-priced drugs from Canada and Mexico.  

The common thread here is drug pricing, a highly secretive and cynical game being played with 
increasing sophistication by doctors, hospitals, drugmakers and pharmacy benefit managers. Unless the 
rules of the game are fixed, over time it is likely to either bankrupt the health care system or turn out 
such perverse results that we finally opt for a regime of innovation-stifling government price controls. 

What makes drug prices such a black box is that (1) they have nothing to do with costs, (2) they are 
negotiated in strict secrecy, and (3) they depend largely on the buying clout of the health plan or country 
on the other side of the bargaining table. 

The result is that for most drugs, there is no one price, but a wide range of prices, from the very low (for 
poor countries where the government negotiates on behalf of all of its citizens) to very high (what 
pharmacies charge Americans without insurance).  

It is fashionable for American politicians to rant and rave about how drugs developed and manufactured 
in the United States are cheaper just across the border in Canada and Mexico. But this is not a problem. 
This kind of "price discrimination" is a good thing in terms of both economic efficiency and social 
outcomes, getting useful products to the largest number of people at the lowest overall cost. If drug 
companies were required to charge Americans the same as they charge Canadians, their profit-
maximizing response would be to raise prices in Canada, which wouldn't do much for Grandma in 
Minneapolis.  

On the hand, there are plenty of things we could do to make the market work more fairly and efficiently, 
starting with a requirement that drug companies dispense with their fictitious wholesale price lists and 
reveal the range of prices actually paid. 

It is also absurd that those without insurance coverage -- generally a low-income group -- should pay the 
highest prices for drugs. The new Medicare bill solves that problem for seniors. For the other 40 million, 
there's no reason why every state shouldn't follow Maine's example and extend Medicaid's price list to 
them. 
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Maine also has a better idea in Democratic Rep. Tom Allen's proposal to authorize the National 
Institutes of Health to come up with scientific standards for analyzing the cost-effectiveness of new 
drugs -- an area now so open to varying assumptions and interpretations that any drug can be justified at 
just about any price. 

The industry is fighting this tooth and nail behind the scenes, with good reason. They know that such 
standards will arm the government and health insurers with the objective criteria they now lack to refuse 
to pay for drugs like those little purple pills that deliver little or no extra benefit. 

And in the case of truly breakthrough drugs, such research will establish an upper limit on what the rest 
of society is willing to pay to give an asthmatic the ability to walk a mile or to extend the life of terminal 
cancer patients for a year. 

If that sounds like a backdoor form of rationing, so be it. However imperfect, it would be a far sight 
better than letting drug companies keep the upper hand in a marketplace where too often they can 
manipulate demand and dictate prices.  

Steven Pearlstein will host a live online discussion at 11 a.m. today at washingtonpost.com. He can be 
reached at pearlsteins@washpost.com. 
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